




























































































BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

Item Title: Streamlined Sales Tax

While three technology models are available, some sellers may choose to
continue to use their current systems and still enjoy the benefits of
simplification.

Implementation of the streamlined sales tax, while not directly tied to the
sales tax reform initiative, is expected to reduce sales tax revenue when
coupled with the sales tax base expansion proposed by the Governor. This
is due to the sourcing of the tax of services to where the service is
consumed. For example, under this sourcing change, services provided to
out-of-state consumers will not be subject to tax.

The definitions recommended in the streamlined sales tax model act confiict
only slightly with current statutory definitions. In the model act, definitional
changes focus on food and clothing definitions, many of which Minnesota
exempts. Any reductions are offset slightly by the Governor's proposed
sales tax rate reduction from 6.5% to 6% general sales tax rate.

IMPLEMENTATION AND ADMINISTRATIVE COSTS:

Under this initiative, department administrative costs are estimated to
increase with increased seller participation, interaction and registration in the
sales tax system. Computer systems modification and programming will be
needed to meet requirements for receiving data from sellers. Additional cost
will also be incurred for communications, printing, postage, salaries, and
equipment. The department is requesting $2.593 million in FY 2002 and
$1.03 million in FY 2003.

FINANCING:

In early stages, there will be minimal impact on the General Fund. However,
as the initiative become more established and successful, sales tax
collections from remote sellers are expected to grow, greatly exceeding
initial startup and administrative costs.

OUTCOMES:

Minnesota has played a key role in the states’ call to action to provide a zero
burden way for remote and bricks and mortar sellers to collect and remit
sales and use taxes. As Congress takes a more active role in mandating
states’ authority in the area of sales tax, states have a challenge to provide
simple and uniform administrative methods of compliance to stabilize any
loss of revenues that may occur. By participating in the project and adopting
the model legislation, Minnesota can begin to modernize the sales tax
system and help the sales tax retains its viability as a major revenue source.

State of Minnesota Page 30




H R N

L (1l
n it i

T
=

| | i . i N g
m Y i i L p | 1 Lig [ i | e It i

BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)
Iltem Title: Special Taxes Reform and Relief
2002-03 Biennium 2004-05 Biennium
FY 2002 FY 2003 EY 2004 FY 2005
Expenditures: ($000s) :
Genera! Fund
- State Operations $340 $184 $184 $187
- Reduced Amort Aid _(50) _(50) _(50) _(50)
Subtotal $290 $134 $134 $137
Revenues: ($000s)
General Fund
- Paddlewheel & Raffle $480 $530 $530 $530
- Reduce Bingo Rates (495) (540) (540) (540)
- Change Ins Due Dates (500) (20) 0 0
- Repeal Bottle Tax (460) (500) {500) (500)
- Raise Comb. Rec. Brack. (5,500) (6,000) (6,000) (6,000)
- Repeal Auto. Self-Ins Tax (100) (100) (100) (100)
- Red Taconite Prod Tax (8,800) (8,800) (8,800) (8,800)
- Waste Mgmt. Use Tax 83 95 100 105
Subtotal $(15,292)  $(15,335) $(15,310)  $(15,305)
Environmental Fund
- Waste Mgmt. Use Tax $83 $95 $100 $105
Subtotal $83 $95 $100 $105
Statutory Change? Yes ___X No

if yes, statute(s) affected: M.S. 287.035, 287.21, 297E.02, 297H, 2971.40, 297G.03

New Activity

Supplemental Funding Reallocation

GOVERNOR'S RECOMMENDATION:

The Governor recommends changes to several dedicated and excise taxes:

Decrease taconite production tax rate by 10 percent.

Change the deed and mortgage registry taxes to a percentage
calculation to even out payments.

Exclude gross receipts from raffle and paddlewheel games from the net
tax and reducing the net tax on bingo.

Subject the ‘gross receipts from paddiewheel and raffle games to the
combined receipts tax and raising each of the brackets by $200,000.

Subject insurance premium taxes to quarterly payments.
Repeal the 1 cent per bottle tax on distilled spirits and wine.

State of Minnesota

Repeal the automobile self-insurance tax.

®  Impose solid waste management use tax on commercial generators,
residential generators, and self-haulers.

RATIONALE:

The department administers several dedicated and excise taxes, often
referred to as “special taxes.” During tax reform public meetings and
meetings with stakeholder groups, several changes were recommended to
simplify and reduce these taxes and to address issues of fairness and
competitiveness. The Governor is recommending the following changes:

®  Reduce the taconite production tax rate and make other changes in the
corporate franchise tax to provide much needed tax relief to Minnesota's
taconite producers. The production tax reduction will approximate the
property tax reduction for commercial/industrial due to the general
education levy takeover.

® Change the morigage registry and deed tax calculations to a
percentage to simplify tax calculations for taxpayers and for tax
administrators. -

®  Remove raffles and paddlewheels from the net receipts tax and subject
them to the combined receipts tax. This will reduce the number of
organizations remitting small checks each month. Subjecting those
games to the combined receipts tax will prevent organizations from
converting pull-tabs or tipboards to those types of game to escape the
combined receipts tax. Bingo is the most expensive form of lawful
gambling to conduct. It makes sense to reduce the tax rate on this form
of lawful gambling.

"  Adjust the brackets of combined receipts tax paid on gross receipts from
puli-tabs and tipboards. The combined receipts tax was enacted in
October 1989. Since then the brackets have remained unchanged. In
the early 1990s, approximately one-third of all charitable gambling
organizations had a combined receipts tax liability while today more
than half have this liability. This proposal provides most relief to mid-
size organizations and reduces "bracket creep” that has occurred in this
tax.

®  Change scheduled insurance premium tax payments so that they are
made on a quarterly basis, and also spread out declarations of
estimated tax to conform to the schedules typical of other taxes
requiring such declarations. Current law requires three annual
declarations, two of them within 60 days of each other.

®  During the department’s reform meetings, some companies expressed
a desire for change as a way to simplify filing of taxes owed. Not only
are the dates odd, but quarterly payments would afford them better cash
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. BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

Item Title: Special Taxes Reform and Relief

'OUTCOMES:

management. In the year of implementation, this would shift revenue
forward but not reduce state tax collections overall.

Repeal Minnesota's one-cent bottle tax, a relic from days of certification
stamps for spirits and wine. Containers of distilled spirits and wine 200
milliliters and larger are taxed at one cent each. Calculating the tax is a
nuisance for taxpayers and tax administrators and raises only a minor
percentage of tax collected on spirits and wine.

Repeal the automobile self-insurance tax, which raises little revenue but
still requires a special administrative process. Coupled with other taxes
on rental cars, this tax became an issue when a major rental car
company was considering locating their national headquarters here.
Because automobile insurance premium taxes are deposited in the
excess police state-aid holding account, it is anticipated that repealing
this tax will reduce amortization aid payments by one-half the collection
amount.

Impose a solid waste management use tax on commercial generators,
residential generators, and self-haulers in situations where the solid
waste management tax has not been billed or received by waste
management service providers. The solid waste management tax,
popularly known as the generator tax, is imposed on the generation of
waste, and the waste management service providers are conduits for
the collection of this tax. This proposal will cover situations where the
waste is transported out-of-state and the service provider is not
collecting the tax. It will be particularly useful in the case of self-haulers
who take their garbage out-of-state for disposal where the tax cannot
reach them, since the disposal service originates out-of-state.

IMPLEMENTATION AND ADMINISTRATIVE COSTS:

Programming and system modification associated with lawful gambling and
insurance taxes require one-time administrative expenditures of $165
thousand in FY 2002. The balance of the administrative costs reflected on
this page are for additional staff in investigation, tax research, and legal and
appeals for revocation hearings.

FINANCING:

These changes will result in a decrease of General Fund revenues of
approximately $15.2 million per year.

State of Minnesota

The recommended changes simplify and reduce several dedicated and
excise taxes to address issues of fairness and competitiveness.

PR

The taconite production tax rate will be reduced in a way that
approximates the statewide reduction in commercial/industrial general
education levy.

Mortgage registry and deed tax calculations will be simpler.

The number of organizations remitting small checks each month for
raffle and paddlewheel games will be reduced.

Organizations will be prevented from converting pull-tabs or tipboards to
those types of game to escape the combined receipts tax.

The tax on Bingo will be reduced.

Adjusting the brackets for combined receipts tax paid on gross receipts
for pull-tabs and tipboards will provide relief to mid-size organizations
and reduce “bracket creep” that has occurred in this tax.

Payments of the insurance premium taxes will conform to the schedules
typical of other taxes.

Repealing the automobile self-insurance tax and the 1 cent bottle tax
will simplify the tax system with only minor impacts on state revenues.

Extending the solid waste management use tax will increase the
fairness of the tax.
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

Item Title: Petroleum Taxes

2002-03 Biennium 2004-05 Biennium

FY 2002 FY 2003 FY 2004 FY 2005
Expenditures: ($000s)
Highway User Fund
- State Operations $140 $-0- $-0- '$-0-
Subtotal $140 $-0- $-0- $-0-
Revenues: ($000s)
General Fund
- Petroleum Product Fee $300 $300 $300 $300
Subtotal $300 ~ $300 $300 $300
Highway User Fund
- Shrinkage Allowance $2,500 $2,540 $2,590 $2,640
Subtotal $2,500 $2,540 $2,590 $2,640

Statutory Change? Yes __X No
If yes, statute(s) affected: M.S. 239.101, 296A.15, 296A.16
Supplemental Funding Reallocation

New Activity

GOVERNOR’S RECOMMENDATION:

The Governor recommends the following changes to the Petroleum Tax:
"  Adjust the shrinkage allowance from 3 percent to 2.5 percent.
®  Repeal the up-front exemption for farmers’ gasoline purchases.

®*  |mpose the inspection fee on the first licensed distributor receiving the
petroleum products in Minnesota.

RATIONALE:

Minnesota law contains an antiquated provision to provide a shrinkage
allowance in the transportation of petroleum products. The current
shrinkage allowance is 3%. Because the actual shrinkage of the product is
much less, and because the allowance used by most other states is less, the
Governor proposes reducing the allowance to 2.5%. The allowances of
other states that collect tax at the same place in the distribution chain as
Minnesota are at least 2.5%. States that allow a lower allowance collect the
tax from the owner of the product in terminal storage, which is one level
higher in the distribution chain than where Minnesota collects the tax. One-
third of the percentage collected will continue to be passed on to the dealers,
as is current practice. .

State of Minnesota

This proposal would also repeal the up-front tax exemption for gasoline sold
for on-farm bulk storage. Farmers are the only group allowed to purchase
gasoline exempt from motor fuel tax. Even in largely agricuitural states like
lowa, farmers are not allowed to purchase gasoline exempt from fuel tax. In
addition, little of today’s modern farming equipment uses gasoline (most use
diesel), and it has been many years since the last gasoline tractor has been
manufactured. Farmers would still be able to apply for a refund for off-road
gasoline usage, just like other businesses.

The last element of this initiative would create a level piaying field for all
pefroleum products. Currently, the inspection fee is imposed on the
petroleum product held in storage and sold or withdrawn from that storage in
Minnesota. However, the same fee is not paid on product originating in
other states but delivered in Minnesota. By imposing the fee on the first
distributor, we are imposing it on receipt in Minnesota, regardless of where
the shipment comes from.

IMPLEMENTATION AND ADMINISTRATIVE COSTS:

The department is requesting $140,000 in FY 2002 to implement one-time
programming modifications necessary to accommodate these policy
changes.

OUTCOMES:

® Adjusting the state’s shrinkage allowance will reflect modern business
practice, put Minnesota in parity with surrounding states, and increase
revenues fo the highway user fund.

® Repealing the up-front exemption for gasoline purchased for farm use
will decrease non-compliance with the petroleum tax laws.

® Changing the imposition point for the inspection fee will reduce an
inequity for Minnesota terminals and will increase General Fund
revenues by approximately $300 thousand by imposing the fee on all

petroleum products, including those coming into Minnesota from other -

states.
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

item Title: Health Care, Cigarette and Tobacco Tax Reform

2002-03 Biennium 2004-05 Biennium

FY 2002 FY 2003 FY 2004 EY 2005
Expenditures: ($000s)
Health Care Access Fund »
- State Operations $3 $(27) $(27) $(27)
Subtotal $3 $(27) $(27) $(27)
Revenues: ($000s)
General Fund
- Transfer Cigarette Tax -0- -0- $(141,300) $(141,300)
Subtotal $-0- $-0- $(141,300) $(141,300)
Health Care Access Fund
- Transfer Cigarette Tax $-0- $-0- $141,300  $141,300
- Repeal Premium Tax -0- (17,594) (33,727) (35,144)
- Perm Reduce MNCare (28,000) (59,000) (62,000) (64,000)
- Wholesale Drug (16,000) (34,000) (35,000) (37,000)
- Drug Deductions 4,000 10,000 11,000 12,000
- Adult Day Care Centers (300) (380) 400 420
Subtotal $(40,300)  $(100,974) $21,173 $16,736
Statutory Change? Yes ___X No
If yes, statute(s) affected: M.S. 295.50
New Activity Supplemental Funding Reallocation

GOVERNOR’S RECOMMENDATION:

The Governor recommends several changes to the health care taxes:

" . Repeal the 1% premium tax imposed on nonprofit heaith plans;

® Repeal the wholesale drug tax;

"  Freeze the MinnesotaCare hospital, surgical center and provider tax
rate at 1.5%;

®  Deposit 85% of cigarette tax collections into the Health Care Access
Fund (HCAF) beginning in FY 2004; and

= Exempt adult day care centers from definition of health care provider.

In addition, the Governor recommends eliminating the HCAF Federal
Contingency reserve and replaces it with a new reserve based on fund
activity. Related expenditure recommendations can be found in the health
and human services, and commerce budgets. These include changes to the

State of Minnesota
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MinnesotaCare program which increase health services for children and
lower HCAF expenditures, and one-time funding for the Minnesota
Comprehensive Health Association, safety-net providers, and a new
Minnesota Center for Health Quality.

RATIONALE:

The Governor is recommending retention of the MinnesotaCare tax with
modifications to simplify compliance and administration, create stability in
the fund and to promote public health outcomes.

The current MinnesotaCare and insurance premium tax contain several
structural problems that create uncertainty for taxpayers. The legislature
has reduced the tax rate to 1.5%, but it is scheduled to return to 2% in 2002.
The one-percent premium tax on nonprofit health plans is scheduled to be
re-imposed in 2003. Acknowledging that the legislature can adjust tax rates,
taxpayers nonetheless should be able to plan without the uncertainty caused
by statutory rate triggers.

The Governor is recommending that the premium tax on nonprofits plans,
which falls on a narrow segment of the health care economy, be repealed.
The Governor is also recommending that the provider tax rate be fixed at
1.5% to prevent the tax from increasing in the future. Contingent rates and
annual deferrals of rate changes make planning difficult for taxpayers.

The Governor is also recommending repeal of the wholesale drug tax. The
wholesale drug tax is subject to increasing avoidance as consumers
increase purchases prescription drugs from sources outside Minnesota. Use
tax compliance for this particular tax is virtually nonexistent. For hospitals,
surgery centers and other providers, calculating the limitations to the
deduction for drug purchases is complicated and controversial. Knowing
with any certainty which wholesalers are subject to the tax is also a
complication for those taking the deduction.

To offset the revenue impact of the above changes on the Health Care
Access Fund, Governor's recommends dedicating a portion of existing

“cigarette tax to the Health Care Access Fund beginning in FY 2004,

Adult day care centers that employ a licensed health care provider
(generally, a licensed practical nurse who is the center director or an
employee who is responsible for medication assistance) are required to
register and pay the tax, if applicable. Other similar facilities such as adult
foster homes and day training and habilitation services are already exempt.
The recommendation exempts adult day care centers from the definition of a
health care provide for gross revenues received on or after January 1, 2002.
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

ftem Title: Health Care, Cigarette and Tobacco Tax Reform or assist taxpayers to comply. The tax will not become embedded in the

‘ price of drugs sold at pharmacies thus offering the possibility of refief to
IMPLEMENTATION AND ADMINISTRATIVE COSTS: purchasers.

The department expects to incur increased programming and system
modification cost of about $30,000 in FY 2002. However, $27,000 in
administrative cost reductions are expected in FY 2002 and future years.
Savings are expected to result primarily from reduced staff and equipment
involved in administering the wholesale drug distributor tax.

FINANCING:

In FY 2002-03, the cigarette excise tax deposits continue as under current
law, and the health care access fund will spend down its surplus. Beginning
in fiscal 2004, 85% of cigarette excise tax revenues will be directed to the
HCAF. The estimated amounts are $141 million in both FY 2004 and FY
2005. Those amounts offset estimated reductions of $119.7 million and
$124.1 million in current HCAF revenue sources in FY 2004 and FY 2005.

These tax changes are coordinated with the elimination of the $150 million
Federal Contingency Reserve in the HCAF. A smaller reserve is
recommended at a level equal to 20% of direct MinnesotaCare
appropriations. This change frees roughly $100 million in reserves by FY
2005.

OUTCOMES:

Health care taxation is intricately interwoven with health policy, and some
elements of the tax law, while contrary to general tax policy, promote other
public policy goals. For example, the provider tax and the programs it
supports have been shown to reduce the burden of uncompensated care.

While work still needs to be done on the expenditure side of the Health Care
Access fund, bringing stability to the revenue stream is an integral part of
reforming health care taxes. Fixed rates, that are predictable for taxpayers,
promote stability and predictability in the tax.

The repeal of the premium tax reduces an inequity in health care taxation.
The tax falls on a relatively narrow segment of the health care economy and
produces a result where similar services receive different tax treatment,
depending on the source of payment.

Repealing the wholesale drug tax removes an unenforceable provision in
law and simplifies compliance for taxpayers. Hospitals that markup the price
of prescription drugs to patients will not have to calculate a deduction for
their acquisition costs. The department will not have to audit the deduction
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

Item Title: Reduction of the Motor Vehicle Registration Tax

2002-03 Biennium 2004-05 Biennium

FY 2002 FY 2003 EY 2004 FY 2005
Expenditures: ($000s)
General Fund
- Repeal Exist Appr $(161,723) $-0- $-0- $-0-
Subtotal $(161,723) $-0- $-0- $-0-
Revenues: ($000s)
General Fund
- New Ded. of MVST $(202,723)  $(85,000) $(120,000) $(156,000)
Subtotal $(202,723) $(85,000) $(120,000) $(156,000)
Highway User Fund
- Repeal Existing Appr $(161,723)
- New Tax Reduction (41,000)  $(85,000) $(120,000) $(156,000)
- Receipt from MVST 202,723 85,000 120,000 156,000
Subtotal $-0- $-0- $-0- $-0-

Statutory Change? Yes __X No
If yes, statute(s) affected: 168.013, subdivision 1 and 297B.09, subdivision 1
Reallocation

New Activity X__Supplemental Funding

GOVERNOR'S RECOMMENDATION:

The Governor recommends a reduction in the motor vehicle registration tax
for passenger vehicles effective for renewals after December 31, 2001.

Initially, registration taxes will be capped at a maximum of $189 in the first
year and capped at $89 each following year. On January 1, 2004, the
maximum would be $75 in every year.

RATIONALE:

Currently the registration tax is based on a combination of value and age,
subject to a minimum_tax of $35 and a maximum tax of $189 for the first
annual renewal period and $99 for each subsequent renewal period. These
rates are higher than the rates imposed by some of our neighboring states.

This proposal retains the current rate structure based on value and age, the
current depreciation schedule and minimum rate of $35, but sets a maximum
of $189 for the registration of new vehicles and $89 for every registration

State of Minnesota

year following the initial year. The maximum is ultimately reduced to $75 on
January 1, 2004.

Estimated receipts in the Highway User Tax Distribution Fund (HUTDF) are
reduced by this proposal. However, an increase of the amount of the sales
tax on motor vehicles dedicated to the HUTD Fund, beginning with revenues
collected on July 1, 2001, offsets HUTD Fund reduced revenues.

FINANCING:

As part of this proposal, the Governor recommends increasing the
percentage of the motor vehicle sales tax dedicated to Highway User Tax
Distribution Fund, currently at 32%, in FY 2003 and each following year so
the Highway Fund is held harmless for this tax change. In addition, the
Governor recommends repealing the $161.723 million General Fund
appropriation to the Highway Fund that was to occur under statute in FY
2002, and beginning the dedication of a portion of the motor vehicle sales
tax one year earlier.

The Governor recommends statutory dedication of motor vehicle sales tax
revenues to the HUTDF according to the following schedules (based on an
anticipated 6% motor vehicle sales tax rate).

FY 2002 — 39% est. $202.7 million
FY 2003 - 50% est. $278.4 million
FY 2004 - 55% est. $319.2 million
FY 2005 -61% est. $316.2 million

These percentages will cover both the HUTDF shortfall due to additional
registration tax reduction and impact of reducing the sales tax rate.

OUTCOMES:

The reduction in tax rates will make Minnesota’s motor vehicle registration
tax more competitive with surrounding states.

State income tax revenues will increase a smail amount because vehicle
owners who itemize deductions will deduct less motor vehicle registration tax
paid. These changes are shown as an offset on the income tax reform and
relief budget page.
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

Item Title: Tax Refund Interest

~2002-03 Biennium 2004-05 Biennium

FY 2002 FY 2003 EY 2004 FY 2005
Expenditures: ($000s)
- Tax Refund Interest $-0-  $(5,000) $(5,000)  $(10,000)
Subtotal $-0-  $(5,000) $(5,000)  $(10,000)
Revenues: ($000s)
General Fund
Statutory Change? Yes No X
If yes, statute(s) affected: M.S. 270.76
New Activity Supplemental Funding Reallocation

GOVERNOR’S RECOMMENDATION:

The Governor recommends reducing the forecast of the open appropriation
for Tax Refund Interest payments by $5 million in FY 2003 and FY 2004 and
by $10 million in FY 2005

RATIONALE:

The forecast for tax refund interest payments has been growing steadily for
the last several years. It has grown from a $9.2 million expenditure item in
FY 1997 to a $34.8 million expenditure item in FY 2000. A small amount of
this growth comes from delays in processing tax filings and tax refunds as
the system handles more taxpayers and more complicated filings. Most of
the growth in tax refund interest payments, however, has come as a result of
interest due after audit or court settliements in the corporate franchise and
sales tax area. Some of the growth is directly traceable to several large
court cases, and some of the growth is more generally attributable to
aggressive corporations challenging what they think is a complicated and
unfair tax system.

Taken in total, the Governor's tax relief and reform proposal provides a great
deal of tax simplification. Examples of this include:

®  repealing several specific taxes;

changing complicated refunds to up-front exemptions;
broadening capital equipment definitions;
standardizing definitions;

madifying penalty provision;

maximizing federal conformity; and

State of Minnesota

® changing complicated administrative procedures (e.g. June accelerated
sales tax payments).

Likewise, the Governor's tax package has created a great deal of net tax
relief for individuals and businesses alike.

Major simplification and generally lower tax liability should have a positive
effect on future expenditures for tax refund interest. Simpler laws, simpler
procedures and lower rates should ultimately translate into faster
processing, more voluntary compliance, fewer contested audits, and fewer
contested cases. This should then translate into reduced expenditure for tax
refund interest.

FINANCING:

The appropriation for Tax Refund Interest payments comes from the General
Fund. All saving in this area will accrue to the general fund.

OUTCOMES:

Less General Fund money being spent for interest on tax refunds.
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BUDGET CHANGE ITEM

Agency: Revenue, Department of (DOR)

iftem Title: Expand Political Contribution Refund FINANCING:
' _2002-03 Biennium 2004-05 Biennium The refund is paid out of a General Fund open appropriation.
FY 2002 FY 2003 FY 2004 FY 2005

Expenditures: ($000s) OUTCOMES:

General Fund . R - e .
This proposal will result in increased accountability in campaign finance.

- Political Cont. Refunds $4,600 $4,600 $4,600 Sk - - - .
Subtotal $4.600 $4.600 $4.600 This increased accountability will lead to greater citizen involvement.

Candidates will have access to greater public campaign financing.

Revenues: ($000s)
General Fund

Statutory Change? Yes ___X No
If yes, statute(s) affected: M.S. 290.06, Subd 23

New Activity Supplemental Funding Reallocation

GOVERNOR’S RECOMMENDATION:

The Governor recommends that starting in FY 2003, the maximum political
contribution refund be doubled from $50 per individual to $100 per individual.

RATIONALE:

The Governor has recommended a two-prong proposal to increase
accountability in the political system. The goal of this proposal is to offer the
incentive of increased funding in exchange for greater accountability for
campaign spending. The first prong, proposed here, is the doubling of the
political contribution refund (PCR) program. This increase will allow
individuals to contribute up to $100 to a state candidate, political party, or
legislative caucus and receive a full refund from the state.

The PCR program is funded through an open appropriation that is
administered by the Department of Revenue. The estimated cost of this
increase is $4.6 million per year.

The second prong, proposed elsewhere, seeks to prohibit independent
expenditures by political parties between the primary and general elections,
and restrict multi-candidate expenditures by parties through the reduction of
the number of categories that qualify as multi-party expenditures. The,
expectation is that pofitical parties and legislative caucuses will voluntarily
agree to restrict independent expenditures in exchange for accepting public
funds. :
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Related Governor’s Budget Initiatives

Initiatives in other parts of the Governor's budget that are parallel to or may
affect provision in the Tax Relief and Reform packages.

Item: General Education Funding Reform
Agency: Children, Families and Learning
Budget Book: Children, Families and Learning

Discusses several education financing changes, some of which are directly
related to the Governor's tax reform package and the state assumption of
the general education levy.

ltem: Child Care Consolidation
Agency: Children, Families and Learning
Budget Book: Children, Families and Learning

Increases spending on existing child care activities using the savings from
repeal of the current dependent care tax credit.

ltem: Children’s Family Foster Care
Agency: Human Services
Budget Book: Health and Human Services

Provides state funding sufficient to assume mandated foster care costs prior
to permanent placement decisions. Funding comes from a reduction in
county HACA aid.

State of Minnesota

item: Twin Cities Rise
Agency: Trade and Economic Development
Budget Book: Economic Development

Provides appropriation necessary to change the Twin City Rise job training
and retention program from a tax credit based program to an appropriation
based program located with other job training programs.

[tem: PCA Environmental Tax Reform
Agency: Pollution Control Agency
Budget Book: Environment

Reduces a number of environmental fees and restructures the
environmental funds to allow more flexibility in directing money to the highest
environmental priorities."

ftem: Telecommunications Reform
Agency: Commerce
Budget Book: Economic Development

Changes fees and taxes on telecommunications with the goal of
encouraging more competition and providing statewide access to all
telecommunication and cable services currently available.
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County Criminal Justice Aid

Revenue Source: State General Fund
M.S. 477A.0121;477A.03

Disparity Reduction Credit Aid (“Border City Disparity Aid”)

Revenue Source: State General Fund
M.S. 273.1398, Subd. 4; Laws 1998, Reg. Sess., Ch. 389, Art. 2, Sec. 17

CURRENT LAW ($ 000's) CURRENT LAW ($ 000’s)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $29,356 $30,490 $31,352 $32, 159 $33,001 Forecast Base $4,755 $5,080 $5,338 $5,605 $5,885
Recommendation $29,356 $30,490 $31,352 $32, 159 $33,001 Recommendation $4,755 $5.080 $2,962 $3,059 $3.262
Change $-0- $-0- $-0- $-0- $-0- Change $-0- $-0- ($2,376) ($2,546) ($2,623)

The purpose of this state aid is to reduce the reliance of criminal justice and
corrections programs on local property taxes.

County criminal justice aid is distributed to each county based on population
and number of “Part [" crimes reported by the commissioner of public safety.
Each year, 1.5% of the total appropriation is reserved for state payments for
public defender costs. This aid program began in FY 1994. Transfers from
HACA of $10 million for FY 1997 and $6.8 million for FY 1998 have
increased the level significantly. The aid is adjusted for inflation annually.

The forecast of this aid is based on appropriations and an estimate of the
implicit price deflator for state and local government purchases of goods and
services provided by Data Resources, Inc.

Governor's Recommendation:

The Governor recommends no changes in this aid program.

ate of Minnesota

The purpose of this state aid is to provide a property tax credit for apartment
and commercial/industrial property in the border cities of Breckenridge,
Dilworth, East Grand Forks, and Moorhead.

First paid for taxes payable year 1989, the credit reduces property tax
burden for commercial/industrial, public utility and apartment property to
2.3% of taxable market value. The credit declined from $5.4 million in FY
1998 to $4.3 million in FY 1999 because legislation reduced the class rates
of eligible property and increased aids.

The Department of Revenue estimates the cost of disparity reduction credit
by modeling the interaction of gross and net taxes, inflation in market values,
changes in local tax rates, and other adjustments at the unique taxing
jurisdiction level. A 1998 law change reduced the effective tax rate for class
3a property from 3.3% to 2.3% thus increasing the credit effective for FY
2000.

Governor's Recommendation:

The Governor recommends a reduction in this state aid as a part of the
overall property tax reform initiative. (See Property Tax Aids Reform change
item page for further explanation. '
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Property Tax Refund

Revenue Source: State General Fund
M.S. 290A; Laws 1998, Reg. Sess., Ch. 389, Art. 2, Sec. 18-19

Low Income Housing Aid

Revenue Source: State General Fund
1998, Reg. Sess., Ch. 389, Art. 4, Sec. 10, 11

CURRENT LAW ($ 000's) CURRENT LAW (3 000's)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $186,819 $194,576 $202,135 $208,476 $214,142 Forecast Base $559 $1,604 $1,604 $1,712 $428
Recommendation $186,819  $194,576  $208,835 $215,876 $223442 Recommendation $559 $1,604 $1,674 $1,818 $568
Change $-0- $-0- $6,700 $7.400 $9,300 Change $-0- $-0- $70 $1,106 $140

The purpose of this refund is to provide general property tax relief to
homeowners and renters based on an income definition of ability to pay.

The property tax refund program is designed to “target” state paid financial
assistance to households that have relatively high property taxes and low
income. In addition to the regular refunds provided to homeowners and
renters, the legislature will periodically provide additional “targeting” refunds
to specified property owners who may be uniquely impacted by high property
taxes due to certain economic conditions or other related state property tax
policies.

The property tax refund for homeowners is currently underutilized. This type
of program is far more efficient than other state aid policies in “targeting”
property tax relief to households who need it. The targeting refund is an
important property tax relief mechanism especially during periods when
other major state property tax law changes are being implemented.

The Department of Revenue estimates PTR costs by modeling growth in
state personal income, change in the number of applicants, changes in
property taxes on homesteads, growth in rent paid by rental households, and
changes to the property tax refund schedule, including indexing income
brackets and maximum refund amounts for annual inflation.

Governor's Recommendation:

The Governor recommends increasing this program and making it more
sensitive to income as a part of the overall property tax reform initiative.
(See Property Tax Reform and Relief change item page for further
explanation.

State of Minnesota

The pljrpose of this state aid is to help cities that sustain a loss of tax
capacity of 2 1/2% or more from conversion of apartments to the new class
4d, or cities that have new construction of apartment classified as 4d after 1-
1-99,

The existing housing aid, for cities that sustain more than a 2 1/2% reduction
in net tax capacity as a result of conversion of existing apartments to the
new class 4d, is equal to the loss of tax base times the city government's
average tax rate for taxes payable in 1998.

The new construction aid is equal to 1.5 times the tax capacity of qualified
new construction of class 4d rental property times the city government's
average tax rate for the previous year. The existing aid will be paid in FY
1999 to FY 2002, and the new construction aid will be paid beginning in FY
2002.

The aid began in FY 2000.

The existing low income housing aid was estimated with preliminary data
from the Minnesota Housing Finance Agency.

Governor's Recommendation:

The Governor recommends a small increase in this aid program with all new
funds being directed to new construction of low income housing. See the
Property tax Aid reform change item page for more information.
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Educ Homestead and Educ Agricultural Credit Aid

Revenue Source: State General Fund

Market Value Credit Aid

Revenue Source: State General Fund

M.S. 273.1382; Laws 1998, Reg. Sess., Ch. 389, Art. 2, Sec. 13, 14 New
CURRENT LAW (3 000's) CURRENT LAW ($ 000’s) )
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $387,192  $396,299 $399,823 $403,825 $407,863 Forecast Base $-0- $-0- $-0- $-0- $-0-
Recommendation $387,192 $396,299 $-0- $-0- $-0- Recommendation $-0- $-0- $383,325 $404,097 $416,220
Change $-0- $-0- ($399,823) ($403,825) ($407.863) Change $-0- $-0- $383,325 $404,097 $416,220

The purpose of this aid is to provide school levy property tax relief to
homeowners to offset the tax shift caused by reduction in
commercialfindustrial class rates.

The education homestead credit was established beginning in pay 1998 to
reduce the property tax burden of homestead owners. The credit in pay
1998 is equal to 32% of the general education tax up to a $225 maximum. |t
has increased over time. The credit will change in pay 2000 and following
years to 64.1% of general education tax up to $335. The credit offsets the
initial tax shift caused by reduction of commercial/industrial class rates. In
1999, a similar credit with different limits was created for agricultural property

The credit protects homesteads and agricultural property from initial tax
shifts due to changes in the property classification system, and does not
subsidize programs and service costs determined locally.

The Department of Revenue estimates education homestead costs for real
property using a file of all homestead parcels in the state, together with its
. property tax computer simulation model for all property types. Allowance is
£ made in the estimate for growth of homestead market value and number of
homesteads. The manufactured home portion of the education credit is
imated using abstract of tax lists data

ernor's Recommendation:

se the state will be assuming the local costs associated with the
ral education level, this credit is no longer necessary. The Governor
mmends eliminating these aids. See the Property tax Reform and Relief
item page for more information,

of Minnesota

In order to continue the state’s policy of lower relative tax burdens for low
valued homes, two new credits should be created to replace the Education
Homestead and Education Agricultural Credits.

The new credits will provide property tax relief to residential homesteads and
farm homestead land based on taxable market value. For residential
homesteads, the credit equals 0.0050 times taxable market value up to a
maximum of $330. The credit cannot reduce a residential homesteads tax
rate below 0.85% of market value. For farm homestead land, the credit is
equal to 0.0025 times taxable market value up to a maximum of $288.

The local revenue impacts of both credits will be offset for local governments

" with a new market value aid program.

Governor's Recommendation:

The Governor recommends creation of a new market value based property
tax credit for homesteads and agricultural homesteads, along with a
corresponding aid program. See the Property tax Reform and Relief
Change item page for more information.
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Enterprise Zone Credit Aid

Revenue Source: State General Fund
M.S. 469.171, Subd. 7a; Laws 1998, Reg. Sess., Ch. 389, Art. 12, Sec.
10,Subd. 3

Disaster Credit Aid

Revenue Source: State General Fund
M.S. 273.123, Subd. 1-6

CURRENT LAW (% 000's) CURRENT LAW ($ 000’s)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $5 $4 $4 $4 $4 Forecast Base $22 $144 $-0- $-0- $-0-
Recommendation $5 $4 $4 $4 $4 Recommendation $22 $144 $-0- $-0- $-0-
Change $-0- $-0- $-0- $-0- $-0- Change $-0- $-0- $-0- $-0- $-0-

The purpose of this aid is to offset local costs of a property tax credit for
businesses in designated enterprise zones to encourage business
development and retention in distressed areas.

Businesses in enterprise zones receive state-paid property tax credits at the
option of the business and municipal government. The credit reduces the
property tax bill of the business, and the state reimburses the local
governments affected. Currently, the credit is provided only in the city of
Breckenridge.

The credit is assumed to remain constant at the FY 1998 level. Although a
$500,000 additional allocation for enterprise zones was passed in 1998, use
of it for property tax reduction is uncertain.

Governor’'s Recommendation:

The Governor recommends no change in this credit and aid program.

State of Minnesota

The purpose of this aid is to offset local costs of a property tax credit for -
homestead property damaged by a disaster.

Disaster credit reduces the property tax of homestead property in the
following payable year after damage suffered within a declared disaster or
emergency area. The property is reassessed after the damage, and the
difference between the original and reassessed value is multiplied by the
ratio of the number of full months remaining in the year divided by 12
months. This product is then multiplied by the prevailing local tax rate to
obtain the credit amount. The state reimburses local governments for the
credit. The credit program first became effective in pay 1984.

Data on storm damage from the Department of Public Safety is used to
estimate market value reductions, and projected tax rates from the
Department of Revenue's property tax model are used to calculate the
estimated credit.

Governor's Recommendation:

The Governor recommends no change in this credit and aid program.
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Supplementary Property Tax Relief and Taconite Aid
Reimbursement

Revenue Source: State General Fund-
M.S. 273.1391; Laws 1998, Reg. Sess., Ch. 389, Art. 10, Sec. 3; M.S.
477A.15

CURRENT LAW ($ 000's)

FY 01 FY 02 FY 03 FY 04 FY 05

Forecast Base $548 $564 $589 $624 $661
Recommendation $548 $564 $589 $624 $661
Change $-0- $-0- $-0- $-0- $-0-

The purpose of this aid is to provide property tax relief similar to the taconite
homestead credit for school districts that do not meet the eligibility
requirements as a taconite tax relief area but are located in a county where
taconite is mined or quarried (supplementary relief), or school districts that
received occupation tax proceeds prior to a law change in 1978 (taconite aid
reimbursement).

Supplementary property tax relief (“supplemental taconite homestead
credit’) is provided to school district #317 in Itasca County and to school
district #698 in Aitkin and St. Louis counties. The credit has the same
formula as the “57%" taconite homestead credit program, but is paid from
“ the state General Fund. The qualifying homestead tax is first reduced by the
education homestead credit before computing this credit.

The supplementary homestead tax relief (or supplemental taconite
homestead credit) was changed in the 1998 session to remove a maximum
credit provision, increasing the FY 2000 expenditure. Taconite aid
reimbursement is a constant amount each year. The credit and
reimbursement is assumed to remain level from FY 2000 fo FY 2003.

Governor’s Recommendation:

The Governor recommends no change in this credit and aid program.

State of Minnesota

Homestead and Agricultural Credit Aid (HACA)

Revenue Source: State General Fund
M.S. 273.1398; Laws 1998, Reg. Sess., Ch. 389, Art. 2, Sec. 15

CURRENT LAW (5 000’s)
FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $501,621 $488,972  $486,717 $486,804 $490,309
Recommendation $501,621  $488,972 $135,360 $136,833 $142,174
Change $-0- $-0-  ($351.357) ($349,971)  ($348,135)

The purpose of this aid is to provide general property tax relief to local
governments to compensate for a reduction in taxable value class rates on
homesteads, rental, commercial/ industrial, and other properties.

The intent of HACA was to replace the homestead and agricultural credit

property tax relief system with a general aid that compensates local

governments for loss in tax capacity resulting from lower class rates on
selected property types. The homestead and agricultural credit aid was
adopted in 1988 with the first effective year being for taxes payable in 1990.
In 1991 and subsequent years, the allocation of aid amounts to local
governments was frozen, but increased annually by various adjustments.
Under current law, reductions in class rates may result in increased HACA if
specified in law, though this adjustment is not automatic. The final aid
amounts distributed to local governments are also subject to program offsets
for state takeover of income maintenance and court costs.

HACA is a general aid that is not well targeted to “needy” communities nor
well targeted to individuals with little ability to pay. In general, this aid
mechanism has made local governments dependent on state revenue and is
inefficient in targeting property tax relief to needy individuals.

Governor's Recommendation:

The Governor recommends substantially reducing this aid program. See
Property Tax Aid Reform change item page for additional information.
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Local Government Aid (LGA)

Revenue Source: State General Fund
M.S. 477A.013 - .015; Laws 1998, Reg. Sess., Ch. 389, Art. 4, Sec. 8, 9, 12,
13

CURRENT LAW (§ 000's)

Manufactured Home Homestead and Agricultural Credit
Aid

Revenue Source: State General Fund

FY 01 FY 02 FY 03 FY 04 FY 05

Forecast Base $395,025 $411,831 $422,196 $433,168  $446,260
Recommendation $395,025 $411,831 $490,439 $510,346 $531,300
Change $-0- $-0- $68.243 $77.178 $85,000

The purpose of this aid is to provide general support and property tax relief
to local governments.

The formula for cities has changed many times since enacted in 1971. In
general, the formula attempts to target aid to those cities with the lowest tax
capacity and highest need, but provides for a substantial “grandfathered”
amount. Under current law for taxes payable in 1999 and subsequent years
the formula is:

®  Need increase percentage * (city revenue need times 1997 population)
minus (city net tax capacity times tax effort rate).

®  Total City LGA is increased annually for inflation.
®  Township aid is grand-fathered from the 1993 level, with annual
increases for inflation.

The primary policy issues are determining the appropriate level of “general
support” aid to local governments and how to best “target” that aid to
communities with higher need and low wealth.

Dollar amounts are appropriated by law.

Governor's Recommendation:

The Governor recommends eliminating the old Local Government Aid
programs and replacing it with a larger program, with a new distribution
formula based on more on need and capacity. See the Property Tax Aid
Reform change item page for more information.

State of Minnesota

M.S. 273.166
CURRENT LAW ($ 000’s)
FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $8,195 $8,237 $8,279 $8,316 $8,362
Recommendation $8,195 $8,237 $8,279 $8,316 $8,362
Change $-0- $-0- $-0- $-0- $-0-

The purpose of this aid is to provide general property tax relief to local
governments to compensate for a reduction in taxable value class rates
affecting manufactured homes.

The homestead and agricultural credit aid (HACA) for manufactured homes
was ‘adopted in 1988 with the first effective year being for taxes payable in
1990. Originally, the aid was determined by a formula that computed the
difference between “gross tax capacity” and “net tax capacity.” In 1991 and
subsequent years the allocation of aid was frozen, but increased annually by
various adjustments. Unlike HACA for real property, the formula for
manufactured home HACA specifies that any class rate change requires a
“net tax capacity adjustment” and thus provides for an “automatic” response
to class rate changes. ’

The FY 2000 estimate assumed the same additional adjustment for class
rate changes as the FY 1999 amount. Household growth adjustments to
county manufactured home HACA for FY 2000-2003 were assumed to be at
the same level as in FY 1999.

Governor’'s Recommendation:

The Governor recommends eliminating this aid program as part of the
overall property tax reform initiative. See the Property Tax Aid Reform
change item page for more information.




Police and Fire State Aids

Revenue Source: State General Fund

HhaduEddENE

Public Employees Retirement Association Aid

Revenue Source: State General Fund

M.S. 69.011; 69.021; 69.54-69.56; 69.021, Subd. 11e; 423A.02, Subd. 1-1b M.S. 273.1385
CURRENT LAW ($ 000's) CURRENT LAW ($ 000's)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $66,511 $74,019 $76,992 $80,081 $83,287 Forecast Base $14,565 $14,565 $14,565 $14,565 $14,565
Recommendation $66,511 $73,969 $76,872 $80,031 $83,237 Recommendation $14,565 $14,565 $14,565 $14,565 $14,565
Change $-0- ($50) (350) (350) ($50) Change $-0- $-0- $-0- $-0- $-0-

The purpose of this aid is to support pensions of local peace officers and
firefighters. It includes Police Aid, Fire Aid, Police and Fire (P&F)
Amortization Aid, P&F Additional Amortization Aid, and P&F Supplemental
Amortization Aid.

The revenue for Police Aid is mainly from auto insurance premium tax. The
available aid is limited to employers’ actual pension obligation. Because the
tax revenue usually exceeds employers’ obligation, an “excess police state-
aid holding account” is used to allocate the excess revenue to an ambulance
service account, additional amortization aid, or the general fund.

The initial revenue source for Fire Aid is mainly from fire insurance premium
tax. An additional amount of fire aid also is allocated from the annual
-appropriation for amortization aid.

P&F Amortization Aid is provided to police or salaried firefighters’ pension
associations that have an unfunded actuarial accrued liability. Certain
reductions in aid to the Minneapolis association are made, depending in part
on investment returns. P&F Supplementary Amortization aid of $1 million
per year is also for police and fire associations with unfunded liabilities. P&F
Additional Amortization Aid is allocated from the excess police aid account,
and also is paid to police aid associations with unfunded liabilities. Some of
these aids is also known as “supplemental benefit reimbursement.” This is
an aid for volunteer firefighter associations to fund a 10% benefit when
volunteer firefighters receive a lump pension distribution.

Governor’'s Recommendation:

The Governor recommends no change to these programs, except of the
small impact on amortization aids associated with the repeal of the
automobile self-insurance tax.

State of Minnesota

The purpose of this aid is to provide state funds to cities, counties, towns
and other non-school jurisdictions to offset an employer contribution rate
increase for the Public Employees Retirement Association (PERA) enacted
in 1997.

The aid for eligible jurisdictions is equal to 0.35% of the FY 1997 payroll for
employees who were members of the general plan of PERA. The first aid
payment was in December 1998, and represented one-half of the annual aid
for FY 1999 and following years. The aid for FY 2000 and following years
for any jurisdiction cannot exceed the aid paid for FY 1999, but can be
reduced if the PERA payroll of an employer is reduced below the FY 1997
level. The aid terminates on 6-30-2020.

The forecast of this aid is based on appropriations. The aid level is held
constant from FY 1999 to FY 2003, assuming that the PERA payroll of
employers will remain above the FY 1997 ievel.

Governor's Recommendation:

The Governor recommends no change in this aid program even though
PERA is facing a substantial deficiency and will likely be seeking aid
increases. The Governor believes any additional spending for local
government aids must be clearly tied to shared state and local priorities.
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Family Preservation Aid

Revenue Source: State General Fund

Attached Machinery Aid

Revenue Source: State General Fund

M.S. 477A.0122; 477A.03; LLaws 1998, Reg. Sess., Ch. 389, Art. 2, Sec. 16, M.S. 273.138
20 and Art. 4, Sec. 8¢
CURRENT LAW ($ 000's) CURRENT LAW (3 000's)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $21,721 $22.645 $23,244 $23,843 $24,469 Forecast Base $3,218 $3,218 $3,218 $3,218 $3,218
Recommendation $21,721 $22,645 $33,244  $33,943 $34,690 Recommendation $3,218 $3,218 $-0- $-0- $-0-
Change $-0- $-0- $10,000 $10,100 $10,201 Change $-0- $-0- ($3,218) ($3,218) ($3,218)

The purpose of this aid is to provide state funds to counties to develop
prevention programs and reduce the rate of increase in the costs of out-of-
home placement of children and the related property tax increase.

This aid was allocated to counties in FY 1996 based on a county’s share of
out-of-home placement of children, and a county’s share of income
maintenance caseload. Thereafter, the aid was increased annually based
on a county's share of the statewide income maintenance caseload. For FY
2001, the aid was increased by $20 million. The total appropriation is
adjusted annually for inflation.

The 1998 legislative session mandated a study of family preservation aid,
requiring recommendations for a new formula and study of proposals for
reducing reporting mandates on out-of-home placement caseloads.

The forecast of this aid is based on appropriations and an estimate of the
implicit price deflator for state and local government purchases of goods and
services provided by Data Resources, Inc.

Governor's Recommendation:

The Governor recommends an increase of $10 million annually starting in
FY 2003, to be offset by a county HACA reduction. See Property Tax Aid
Reform change item page for additional information.

State of Minnesota

The purpose of this aid is to compensate counties and school districts for
lost revenue because of the removal of attached machinery from the tax
base in 1973. The tax base previously included commercial/industrial
machinery as taxable property.

The aid is a fixed amount, paid to counties beginning in 1984, based on the
1972 assessed value of attached machinery times the counties’ total mill
rate for 1983 times 1.25. The aid to schools is based on the 1972 assessed
value times the 1973 mill rate for certain school levies, and the aid is
subtracted from school levy limits. The aid is targeted to counties (except
Hennepin, Ramsey and St. Louis) with an unusually high level of exempted
machinery value in 1972

Only 13 counties qualify for the aid. The limited eligibility and dated basis
suggests that a new look at the purpose of the aid is needed.

Governor’s Recommendation:

The Governor recommends that this small and outdated aid be eliminated.
See Property Tax Aid reform change item page for more information.
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Indian Casino Aid (Payments to counties under tax refund
agreements with Indians)

Revenue Source: State General Fund
M.S. 270.60, Subd. 4; Laws 1998, Ch. 389, Art. 16, Subd. 11

TIF Deficit Aid

Revenue Source: State General Fund
Laws 1997, Reg. Sess., Ch. 231, Art. 1, Sec. 19

CURRENT LAW ($ 000’s) CURRENT LAW (3 000’s)
FY 01 FY 02 FY 03 FY 04 FY 05 FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base $762 $762 $762 $762 $762 "Forecast Base $1.500 $3,139 $3,139 $-0- $-0-
Recommendation $762 $762 $762 $762 $762 Recommendation $1,500 $3,139 $68,739 $65,600 $65,600
Change $-0- $-0- $-0- $-0- $-0- Change $-0- $-0- $65,600 $65,600 $65,600

The purpose of this aid is to provide state tax relief to counties containing an
Indian reservation where the tribe operates a casino and has an agreement
with the state to collect taxes.

If the total payment exceeds $1.1 million, reductions are made first to
counties that do not have a per capita income less than 80% of the state
level or have 30% or more of total market value of real property that is tax
exempt. The aid is equal to 10% of the state share of taxes collected from
the Indian reservation under a tax agreement, up to a maximum of $1.1
million per year. A total of 10 counties were paid for FY 1999.

The aid payments began in FY 1999.

It was assumed that the same set of 10 counties will continue to be eligible
in future years, and that tax agreements will generate revenue for the state
at the same level.

Governor’'s Recommendation:

The Governor recommends no change in this aid program.

State of Minnesota

The purpose of this aid is to provide state funds to municipalities for deficits
in tax increment financing districts (TIF) caused by reductions in business
property class rates for taxes payable in 1998.

A total of $2 million was appropriated in the 1997 legislative session to fund
grants to tax increment financing districts for deficits caused by reductions in
business property class rates for taxes payable 1998. The original
appropriation was available for FY 2000 and FY 2001. In 1999 additional
money was appropriated and the end date for use of the money was
extended.

The aid began in FY 2000.

Governor’s Recommendation:

The Governor is recommending a large increase in this aid programs
associated with property tax changes in the tax reform package. He is also
recommending elimination of current TIF penalties for cities. See the
Property Tax Aid Reform change item page for additional information.
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Senior Deferral Reimbursement

Revenue Source: State General Fund

M.S. 290B.09
CURRENT LAW ($ 000's)
FY 01 FY 02 FY 03 FY 04 FY 05
Forecast Base i $38 $70 $140 $280 $560
Recommendation $38 $70 $140 $280 $560
Change $-0- $-0- $-0- $-0- $-0-

The purpose of this aid is to provide state reimbursement to counties for
property tax deferrals granted to qualified homeowners age 65 or older.

Passed in 1997 and effective for taxes payable in 1999 and following years,
this reimbursement to counties begins in FY 2000. The reimbursement
equals the property taxes deferred each year, less property tax refunds and
revenue recapture.

The senior deferral program had about 10 applicants in 1998, and the first
payment will be made in FY 2000. For 1999 (payment in FY 2001), it was
assumed that participation will increased to about 100 applicants because
the deferral will be announced on the PTR form.

Governor's Recommendation:

The Governor recommends no change in this aid program. -

State of Minnesota






